Top Ten Transitions To Tackle

in 2014 to Tame the Tolls

Costs are still rising in the average supply chain, and this situation is not likely to
change during this decade. There are still many reasons for this, some obvious,
some less so. Regardless of the reasons, these tolls are taxing on industry and it is
still critical that an organization take action as soon as possible, as the chances of
hyper-inflation, which has already occurred in categories such as palladium, cattle,

and cocoa, are still high.
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Top Ten Transitions To Tackle in 2014

This paper, which is the sequel to the Top Ten Things to do in
2013 to Control Costs, will discuss ten of the most important
market indicators, ten of the most common process tools and
technologies that are (still) missing from the average Supply
Management organization, and the ten most important actions
for a Supply Management organization to take to maintain its
edge in 2014.

The Situation:

Costs are still rising across categories and will continue to do
so. The only question is: how much will they rise and how

fast will they do so. There are a number of direct and indirect
reasons that costs will go up, but the most substantial are

the following ten market indicators and the cost increases

they could bring. If a substantial number of these indicators
materialized in a negative manner and hit the same supply chain
at once, they would collectively rip the supply chain of even the
largest Fortune 500 Multi-National to shreds and could put the
enterprise on the brink of financial disaster.

1) Hyper-inflation might be just around the corner.

The United States is teetering on the brink of hyper-inflation.
Consider the recent headlines over the last six months. On
March 14, 2013 the Economist, in “Fearing the Worst”, saw Neil
Irwin quote Paul Ryan who said “unless we change course, we
will have a debt crisis” and “pressed for cash, the government
will take the easy way out” and “crank up the printing press.
The final stage of this ... will be the debasement of our
currency.” As a result, “the economy will stall. “ And the United
States could be hit with hyper-inflation.

Then, on September 28, 2013 Forbes ran an article by Laurence
Kotlikoff who suggested that “Hyper-inflation is Just Around the
Corner.” Based on the fact that “the Federal Reserve Chairman
has decided to continue printing some $85 Billion per month
(or 6% of GDP per year) and spend those dollars on government
bonds” despite the fact that the policy hasn’t been working,
Kotlikoff argues that the increase in the monetary base since
2007 is enough to sustain, over a relatively short period of time,
a four-fold increase in prices. If that is not the very definition of
hyper-inflation, then what is?

The bad news continues. On September 28th, 2013 in a
contribution article from SmartKnowledgeU, a corporation that
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tracks global precious metal prices and the major stock indices,
ZeroHedge ran an article on how the “First Signs of Hyper-
inflation Have Arrived”. SmartKnowledgeU argues that hyper-
inflation is on its way, based on the facts that the true national
debt, as calculated by Laurence Kotlikoff clocks in at a whopping
$220 Trillion if all unfunded and off-balance liabilities such as
Medicare and Social Security are included.

We’re at the point where David Buckner, the CEO of Bottom
Line Training and Consulting and Adjunct Professor at Columbia
University, expects hyper-inflation to be just around the
corner (and here by 2015), as per his recent experience on the
Glenn Beck program on October 2nd, 2013 and as reported

by TheBlaze.com. According to Buckner, the recipe for
hyper-inflation is economic implosion followed by a collapse

in tax revenues, a subsequent increase in tax rates by the
government, an unwillingness of lenders to lend, and, finally,
austerity or print(ing of more money). America has seen all of
these, in sequence, over the past decade, and has reached the
point where even China doesn’t want American debt, shifting
it quickly to gold. Add this to the fact that most American
products are manufactured overseas, and the arguments that
America won't see hyper-inflation because everyone wants
it’s debt, because it’s a global producer of high-value goods, or
because it’s bonds are investments (which is not the case if the
bond is just representing American currency) become null and
void. As a result, Buckner expects that an increase in interest
rates, which will trigger the start of hyper-inflation, will occur
by January 2015, if not by October 2014, so this means that
any organization that wants to get ahead of the rapid costs
increases that are likely to come better act very fast.

At this point, inflation is an inevitability and hyper-inflation is a
strong possibility, especially in categories where demand could
exceed supply. And what is missing is a plan to deal with this
inflation.

2) Risk is still increasing

The reality of the situation is that the chances that an average
organization will NOT experience a major supply chain
disruption in the next 24 months is less than 2% and the
chances of an organization being lucky enough to survive two
years without experiencing a major supply chain disruption are
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still dwindling. Not only are we in a world where an organization
should expect at least one major supply chain disruption every
year, but it should be prepared for up to ten major supply

chain disruptions every year because, in a study conducted last
year by Zurich, 18% of manufacturing organizations reported
experiencing ten or more major supply chain disruptions in one
year. Think about that. That’s essentially one major disruption
every month. That’s going to take a toll on any supply chain. The
question is not if a supply chain is going to be hit, but when, and
how hard.

3) Consumers are more fickle than ever

While Ford may have been able to get away with implementing
Henry Ford’s mandate that “any customer can have a car
painted any color that he wants so long as it is black” for its
Model T line from 1914 to 1926, that doesn’t fly anymore. Even
Apple, that used to only offer iPhones in black now offers them
in black, white, silver and Kardashian gold.

Brand loyalty has become a very difficult concept in the
modern world, where social and online media has a continually
increasing influence, and where misuse of social and online
media can have a devastatingly negative impact on a brand that
might otherwise be popular. For example, as reported on the
Marketing Sherpa blog, misuse of B2C email Marketing alone
can dissuade 75% of the potential customer base. (Specifically,
in a survey conducted by Emailvision and YouGov, 75% of
consumers reported that they would resent a brand after being
bombarded by emails and 71% cited receiving unsolicited
messages as a reason to become resentful.)

In addition, as per a recent article on Popular Science on why
they are shutting off their comments, a fractious minority

has the ability to skew a reader’s perception of a story (or a
brand). Quoting a study by the University of Wisconsin, uncivil
comments on a story (or brand) not only polarize readers, but
often change a reader’s interpretation of the story (or brand)
itself. This means that a brand not only has to continuously
monitor any social media sites it participates in, but also be
careful of making hyped-up or edgy claims that might elicit
more negative feedback than usual. The nature of the consumer
marketplace is that every brand has dissenters, but too much
dissension can have a snowball effect.
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This makes demand very hard to predict and even harder to
manage. As a result, supply chain flexibility is becoming more
critical.

4) The Near-sourcing/Out-sourcing waves are getting stronger
Even more services and back-office functions, including
marketing and legal, are going offshore, while more offshore
manufacturing is being pulled back near-shore (to Mexico and
Brazil) and on-shore (to the good ol’ U.S. of A.).

New categories, including building and ground maintenance
and even print, are being outsourced, while some back-office
Procurement and Payment functions are being pulled back in

in an effort to better manage working capital. Outsourcing,
near-sourcing, and in-sourcing are like slow moving waves
crossing the Atlantic Ocean. Over a period of years, or decades,
everything outsourced comes back in and everything in-sourced
goes back out as finance, analysts, and consultants look for the
next frontier in cost reduction, cycling back to the ways of their
predecessors when those ways have been (almost) forgotten.
As a result, supply chains are getting more complicated as
functions continually move around the globe, changing costs,
complicating logistics, and shifting risk profiles from relatively
well known and understood to unknown and unexpected.

5) The Clouds are expanding ... and being carried away by the
winds of change

Fifteen years ago, enterprise software was installed on-premise
and managed locally. This required organizations with no
knowledge of IT or IT management to create IT departments to
manage servers and the software services that ran on them. For
an organization that didn’t use software in it’s daily operations
-- such as a manufacturing organization that used manual
production lines, an advertising agency that deals in existential
image and not physical product, or a real-estate agency that
only has to take listings and take cheques -- it was an expensive
proposition.

Then came the Application Service Providers, better known

as ASPs. Using the power of the internet, these software
solution providers built their own data centres and hosted the
solution for their customers on dedicated machines in the data
centres. However, this solution was not optimal either, as the
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organization was not only paying for machines, energy, and
administrators to run the software, but also paying for these
through a third party that added overhead and markup.

This provided an opportunity for more enterprising software
delivery organizations that were able to build their applications
to be multi-tenant and host multiple clients on the same
platform. This reduced the number of machines, kilowatts, and
system administrators that were required and thus reduced the
overall operating cost to a point that was (considerably) lower
than any customer organization could expect to achieve on

its own. This allowed this new breed of Software-as-a-Service
(SaaS) vendor to take business away from the ASPs and advance
the state of the art. These SaaS implementations, now known
as private clouds, not only provide clients with a great cost
savings opportunity but also provide these same clients with
peace-of-mind as the software vendor, who is an expert on
their software and the data centre requirements, manages the
implementation on the customer’s behalf.

But this wasn’t the end. New, enterprising software delivery
organizations, who realized that their expertise was software
and not data centre management, decided that they could do
even better if they designed multi-tenant Software-as-a-Service
solutions that could be run on someone else’s platform. This
would theoretically bring more economies of scale into play as
not only could multiple solutions be run on the same platform,
but the platform provider could be replaced by another
platform provider with a lower-cost at any time. The theory was
sound, and led to the creation of public clouds like Amazon and
Salesforce.com, but the implementation, especially when the
data centre provider doesn’t have deep pockets, often leaves
much to be desired.

Unless the cloud is run by a provider who is an expert on data
centre management and security, unless the software was
written for the cloud, and unless both parties are working
together, these public clouds, like real clouds, are often
ephemeral, suspended in space, and full of security holes. These
public cloud services are ephemeral as any specific instantiation
of cloud services lasts as long as the company behind it has the
means and the desire to continue supporting the cloud services.
These cloud services are often suspended in space
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since the physical infrastructure may move over time as the
service owners switch to lower-cost data centres. And, more
importantly, the cloud is often full of security holes to the point
where the EU Parliament has called for suspension of the multi-
billion ‘Safe-Harbour’ deal with the US. (With cloud services,

it is possible to infiltrate one provider’s software by infiltrating
another provider’s software on the same cloud platform.)

As a result, supply chains on the public cloud are often exposed
to additional risks of disruption (if a cloud provider unplugs
overnight), security breaches (as some platforms are less
secure than others), and privacy risks (as some governments
claim the right to all data on servers on their shore that is not
associated with citizens or entities of that country or that might
pose a security risk under acts like the US Patriot Act). That’s
why it is increasingly important to look for a provider that not
only supports cloud, but manages their own private cloud
instance(s).

6) The internet reaches more people than TV (in North
America)

The days are past when the Mad Men built brands over the air
with edgy advertising campaigns that interrupted a viewer’s
favourite TV show or radio spot. These days, brands and
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products are made and broken by The Crazy Ones through
online media that can make or break a product.

This means that the internet is now the market research
platform, the marketing platform, the sales platform, and

the customer support platform, as well as the new product
design, manufacturing, and introduction platform. As a

result, an organization that does not take an integrated
approach to managing their cloud-based services at a strategic
organizational level is missing out on economies of scale and
the benefits that come when platforms are integrated and data
can be seamlessly transferred for better planning.

7) The internet of things is becoming a reality

It used to be that only computers, which took the form of
clients or servers, were connected to the internet. Now we have
mobile phones and mobile devices, cars and GPS systems, and
household appliances that can respond to status requests and
receive firmware updates over the internet.

This has implications for market research, marketing, sales, and
supply chain management. From a market research perspective,
the number of active internet connections in a region is no
longer a good measure of the number of users online. In the
days of client and server, it was a reasonable metric. Once one
approximated the number of servers, the number of users was
approximately the average household size by the number of
client connections that remained. Now that many users, who
own devices that connect to the internet for remote monitoring
and firmware updates, are also accessing the internet through
multiple portable devices in addition to traditional computer
access, the number of devices is much higher than the number
of users and an accurate approximation of the number of users
is much harder to come by.

From a marketing perspective, a web presence not only
becomes more important, but a web presence that accounts
for the different types of devices that will be used to access
the web presence is increasingly important. From a sales
perspective, being able to take orders through whatever
means a person has to place an order is becoming increasingly
important. And from a supply chain perspective, the
participants in the supply chain want to be able to use the
devices at their disposal. A driver does not want to have to
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wait until reaching a depot to log into a terminal to report on

a shipment in progress, or have to make a call into a shared
customer service centre at 11 pm at night and wait for 30
minutes to speak to someone who will take a message to be
delivered to an office worker at 9 am the next morning after

an emergency road closure prevented an on-time delivery. The
driver just wants to connect to the transportation management
system over his smartphone and file an update. A Supply
Management organization’s infrastructure needs to be able to
deal with this.

8) Ocean freight capacity is on the rise

South Korean shipyards are busy churning out Maersk’s
“Triple-E” class container vessels, which at 400 meters in length
are the world’s biggest Super Post-Panamax ULCV (ultra-large
container vessel.), New Super Post-Panamax ship-to-shore
cranes that can lift up to 65 tons (or more) are being installed at
ports around the world, the Panama Canal Capacity is doubling
its capacity in 2015, and the average vessel calling on the US
East Coast is expected to double in capacity from 4,500 TEUs

t0 9,000 TEUs. North American Eastern ports are expanding up
and down the coast.

This means that the capacity to do more global trade, both
across the Atlantic and the Pacific, will soon be here. If trade
doesn’t increase as fast as the big ocean carriers are predicting,
even though fuel costs are rising, it’s likely that costs will
remain stable, or even decrease slightly, despite inflation, as
carriers compete to keep their holds full. If trade increases at
the predicted rate, it is likely that costs will continue to rise at a
steady rate. And if trade increases faster than expected, it will
only be a few years until the major ports are again congested
and growth potential flat (unless you take advantage of ports
like Halifax).

Regardless of what happens, a supply chain has to be able to
adapt to the situation and take advantage of the ocean freight
situation in a manner that makes sense from operational and
strategic viewpoints.

9) Self-Serve is becoming mainstream
This should be self evident in our society. The trend started
by the petrol station has, over the years, spread to fast-food

@
@
¢ BravoSolution
¢ e Supply Management Excellence



Top Ten Transitions To Tackle in 2014

restaurants (get your own drink), banking (use the ATM),
customer service (use the online interactive help system), and
retail stores (use the self-checkout), just to name a few. People
not only expect the option to serve themselves, but a large
number of people want to serve themselves.

10) There will be more handsets than people ... and Asia leads
the mobile race

WThe ITU (International Telecoms Union) predicts that mobile
subscriptions will pass 7 Billion in early 2014 and outnumber the
global population base (expected to be about 7.2 Billion by the
end of 2014) by the end of the year.

Not only is the average person expected to have more than one
mobile phone (or device) with a subscription, but it is expected
that more people will continue to have (access to) mobile
phones than to toilets. A recent U.N. study found that out of
the world’s estimated 7 Billion people, 6 Billion have access

to mobile phones, but only 4.5 Billion have access to working
toilets.

And

11) Market growth is still slow

In our last paper, we noted that market growth is stagnant, and,
as a result, so is job growth. Things haven’t improved. In 2013,
before the government shutdown, economists were forecasting
the same steady, unspectacular GDP growth of 2.4% that they
were expecting in 2012. At the end of the third quarter, US GDP
growth was a mere 1.6% (compared to 1.3% a year ago). The
IMF cut the economic growth forecasts down to 2.9% for 2013
and down to 3.6% for 2014, and most of this growth is expected
to come from China, that was seeing growth of 7.8% in the
fourth quarter of 2013 (compared to 7.5% in the fourth quarter
of 2012). Recent statistics still put US unemployment at 7.2% at
the end of the third quarter in 2013, down a mere 0.6% when
compared to the end of the third quarter in 2012.

This is not a good sign because, as per our prior paper, stagnant
growth in their markets can significantly impact a company’s
ability to increase the breadth of its strategic sourcing activities
and get more spend under management (SUM), one of the
most critical cornerstones of cost control. Steady volume
doesn’t provide any additional levers for volume-based savings
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and steady budgets limit the capital available to acquire new
technology and hire new talent to transition the company to
better processes.

12) Working Capital Management is still lagging

Our last report noted that in addition to being savings-driven,
most organizations were hoarding cash and trying to increase
cash-on-hand by reducing DSO (Days Sales Outstanding) and
increasing DPO (Days Payable Outstanding). In July, 2013 Forbes
reported that the amount of cash in the hands of households,
banks, and corporations was at an all-time historic high of 14
Trillion. And the situation hasn’t improved since the Wall Street
Journal reported last June, based on an Experian survey, that
late-payment days had increased by 14.1% year-over-year and
that the biggest companies had a year-over-year increase in
late-payment days of 28%! All this does is increase costs as
suppliers have to borrow more at higher interest rates at longer
periods of time, and pass those costs on to their customers.

13) Predictive analytics are still hit and miss

It’s important to remember that predictive analytics, which
rely on historical data, make three critical assumptions. The
first assumption is that there is a sufficient amount of historical
data on which to base a future prediction. For new products
or for existing products where there is poor visibility into sales
over time, there will (effectively) be no historical data. The
second assumption is that the real world entities associated
with the data (such as the supplier, the product, or the facility)
are still in business and functioning as they were when the
data was collected. The third is that sentiments that might
skew the data are either not present or can be accurately
accounted for. Given the recent revelations by the study at the
University of Wisconsin that found that uncivil comments on

a story (or brand) not only polarize readers, but often change
a reader’s interpretation of the story (or brand) itself, if there
are a number of uncivil comments in the popular forums,

the predictions will be significantly skewed if only a small
percentage of the target market base is online.

In addition, as pointed out in our last paper, when one considers
that some markets, such as consumer electronics and fashion,
are continuing to change so fast that a product that is being
produced today didn’t even exist as recently as 2 years ago,
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one quickly realizes that in many cases, the first assumption
can never be fulfilled. And even if the first assumption could be
fulfilled, the last 6 years have been so tumultuous, that it could
be the case that over half of the suppliers that existed in 2007
are no longer in business.

Plus

14) The World Cup Returns!

In 2010, South Africa invested about 2.7 Billion pounds to build
infrastructure, including expensive stadia, and only saw about
11% of that investment returned to it. (Planetary goodwill is
worth something to a country, but is it worth almost 2.7 Billion
to a country with an annual GDP of only 239 Billion?)

However, that wasn’t the real loss -- the real loss was
productivity. According to an article in the Huffington Post,
InsideView, a sales data and intelligence firm, estimated that
World Cup likely cost American companies 10 minutes of
productivity a day and resulted in 121.7 Million dollars in lost
productivity. However, that loss pales in comparison to the lost
productivity in Britain, which amounted to 7.36 Billion pounds
when British workers checked out the games for just one hour
a day. While an exact estimate does not appear to exist, the last
World Cup cost the global economy tens of billions of dollars in
lost productivity.

During the World Cup, people work less overtime, take
vacation, and even call in sick just to watch matches. It is a
reasonable expectation to expect that Supply Management
productivity will also drop unless productivity improvements
are made and contingency plans are in place.

What'’s Missing?

Until the situation is properly addressed, in an average
organization, costs will continue to rise out of control. So what
is (still) missing in an average organization that allows these
costs to rise unchecked?

1) (Risk-Based) (Should-Cost) (Category) Modelling

Even though the author’s recent experience has indicated that
more organizations are starting to accept that inflation is back
with a vengeance than were willing to do so last year at this
time, most organizations have not done enough to proactively
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combat the rampant cost increases that, in addition to taking us
beyond the 2008 highs could trigger a severe global economic
recession of the likes not seen in almost three decades (if the
high inflation rates of the late seventies and early eighties were
to return).

As per our previous paper, these organizations need to very
quickly adopt formula-based pricing to determine the cost
impact of any rise in the cost of a base commodity, real-time
market price monitoring software that can detect when prices
begin to rise, and disruption monitoring software to detect
significant events that can result in a shortage, and thus a rapid
rise, in the price of critical base commodities. This way, when

a cost increase or a disruptive event signals the potential of
skyrocketing costs in the near future, the organization can act
to secure needed materials in advance of these significant price
increases.

2) Training and Toolsets

To repeat our message from last year’s paper, the only way an
organization’s talent is going to be able to continue to do more
with less is if it receives the desperately needed training that it
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has been denied for the past five years and the tools it needs to
be more productive. This will require dipping into the strategic
cash reserve (which is now much too large in an average Global
3000 organization to actually be considered strategic), but
considering the abundance of supply management technologies
that will deliver double-digit savings and a double-digit ROI, the
acquisition of any of these technologies is a great initiative.

Plus, as indicated in our last paper, it is often the case that even
in a moderately sized Supply Management organization, the
ROI from good supply management training can reach the triple
digits. For example, let’s assume that two weeks of training are
required to train the Supply Management team on proper usage
of an advanced sourcing solution and this expert training costs
a whopping $50,000. Let’s assume that over the next six weeks
the Supply Management team then uses the advanced sourcing
solution to source a $100 Million category and identifies 5%

of savings it would not otherwise identify. That’s $5 Million of
identified savings in six weeks, for an ROl of 100%. Wow!

3) Visibility into Risk

It’s typically the case that an average organization isn’t aware
that a significant disruption has occurred until a shipment
doesn’t arrive. An above average organization might be made
aware of a delay by a strategic tier 1 supplier that it actively
manages when that tier 1 supplier takes the time to pick up

a phone and report a late shipment of components or raw
materials that will cause a manufacturing delay. A really lucky
organization with a world-class Supply Management team
might put two and two together when a major weather-related
disaster occurs that is severe enough to be reported half-a-
world away and the calls it makes to suppliers in the area are
not answered. However, the average organization is not likely to
find out so quickly.

Unless the organization has (near) real-time global event
monitoring systems and multi-tier collaboration capability
which allows the organization to communicate with not only
its tier 1 suppliers, but strategic tier 2 and even tier 3 suppliers,
the organization does not have sufficient visibility into risk and,
as per the previous section, has a 98%+ possibility of disruption
over the next 24 months.
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4) Visibility into the Cost of Capital throughout the Supply
Chain

As per our previous paper, it’s usually the case that a buying
organization’s 4% cost of capital is a supplier’s 20%, and any
attempt to reduce the buying organization’s cost by 1% ends
up increasing the supplier’s costs by 5%. This just results in the
buying organization’s costs increasing even more at contract
renewal time.

However, this isn’t always the case, especially if the supplier has
access to good receivables financing that can take advantage of
the buying organization’s good credit rating. The supplier might
be able to get receivables financing at 6%, which, while 50%
more than the buyer’s cost of capital, might only translate into
an additional 0.25% to the buying organization if its intention

is to only be six weeks late with payment (due to the need

to temporarily divert working capital to an asset acquisition
that will save the organization more in the long term than if it
finances the asset).

In order to truly optimize working capital, a Supply
Management organization needs visibility into the cost of
capital throughout its supply chain so that the organization

can pinpoint where the highest and lowest costs of borrowing
are, tackle the highest costs where the organization is able to
make a significant impact, and let its partners, or suppliers, take
advantage of the lowest costs and help with financing the low
costs of borrowing by paying fair margins on goods and services
purchased.

5) A willingness to take the occasional risk

In our last paper, we indicated that one thing that was missing
(but desperately needed) in most Supply Management
organizations today was a “robber baron” mind-set. Even
though the robber barons may have used questionable business
practices to amass their wealth, they had one thing right -- don’t
be afraid to spend cash in an effort to achieve a monopoly (or at
least a significant market share) that will allow an organization
to earn its investment back in spades.

With today’s fickle consumer, social media that can skew brand
loyalty and demand, and with hyper-inflation potentially around
the corner, any investment meant to secure the organization a
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competitive edge, no matter how well researched, is a gamble.
In order to get ahead, an organization must be willing to take
the occasional gamble. This shouldn’t be an issue given the cash
reserve that an average large organization is sitting on.

6) CRM integration

Most Supply Management organizations look downstream in
the supply chain, but the upstream supply chain is becoming
just as critical. Given the fickleness of today’s consumer, the
rapid introduction of new technology, and the ability of social
media to unreasonably skew demand, it’s becoming more and
more critical for an organization to have near real-time visibility
into customer demand and sentiment than ever before. In
addition, a company needs to keep on top of its service and
warranty obligations to existing customers, and make sure they
are met now that they operate in a world where a negative
review that is universally available is just a few clicks away.

Unless the Supply Management organization’s systems are
integrated with the organization’s CRM systems that track
demand, sentiment, and customer service issue resolutions,
Supply Management is not going to have the visibility into these
indicators that is required for it to effectively plan for, and
manage, demand.

7) Network Optimization

(Risk-based) (should-cost) (category) modelling, and the
optimization thereof, is a good start, but it’s not enough.
With the increase in ocean freight capacity, the availability

of more air freight from Asia -- especially in India and China
which are building more airports in more remote locations

-- unpredictable fuel prices as the controversial practice of
fracking increases the potential oil reserves, which in turn
slows down the rate of price increases, and the potential of
(hyper) inflation in some locales that will significantly increase
costs across the board, the entire supply network needs to be
analyzed, and potentially redesigned, to not only minimize costs
but maximize flexibility to deal with the price volatility that is
headed our way.

8) Multi-Tier Collaboration

As indicated above, organizations are missing visibility into risk;
into cost of capital; into customer demand, sentiment, and
service; and into the network as a whole. Part of the reason for
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this lack of visibility is the lack of multi-tier collaboration. Multi-
tier collaboration is needed for visibility, but it’s also needed for
supply chain flexibility, adaptability, and innovation.

9) A Common Supply Chain Data Interchange Format
(Risk-based) (should-cost) (category) modelling, visibility into
the cost of capital, and multi-tier collaboration all require data
from multiple sources and systems throughout the supply chain
-- data, that right now is typically only accessible by way of
(sometimes costly) integration projects. This is because there

is no common, open, supply chain data interchange format.
There is cXML (commerce eXtensible Markup Language) for

the exchange of common documents used in the procurement
process between procurement related applications,
e-commerce hubs, and supplier networks, but supply chain data
interchange requirements go beyond simple purchase orders,
invoices or goods receipts.

There are a number of vendors, including TradeLink, DiCentral,
and Covisint, for example, that claim to have a supply chain EDI
solution that can connect any supply chain applications, and
with the right integration efforts, the author is sure the EDI
solutions they offer are able to do this, but what is needed is

an open format that all supply chain applications could support
that would allow interchange between different systems out-of-
the-box without costly, custom, integration efforts.

10) Strategic Alighment

Supply Management needs to do more than just conduct
sourcing and procurement events that meet the demands of
the other departments in the enterprise, it needs to conduct
events that embrace the organizational strategy and advance
the organization towards those goals, even if it means that
some of the demands of other departments, or savings, have to
be sacrificed in the short term.

For example, let’s assume the organization is a consumer
electronics manufacturer and the organizational goal is to reach
the point where its products are 98% recyclable, and no longer
make significant contributions to landfills, within three years.

In this case, its products are going to have to be designed and
manufactured for recycling, and it is eventually going to have
to choose suppliers who can make components that are easily
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broken down into parts for raw material extraction when those
components break or become obsolete. Chances are these new
components, which will likely require some redesign, are going
to be more expensive than existing components. Where cost

is high, it might be tempting to source existing components
now to keep costs low and meet artificial cost targets, but the
new components are going to remain more expensive until
production is ramped up and the effort is put into reducing
their production cost. In this situation, the right thing to do is
to begin sourcing the new component immediately and take a
small hit against the cost targets in the short-term to ensure the
organizational goals are met in the long term.

What Needs to Be Done?

1) Supplier Development

In our last paper, we indicated that one of the most important
things an organization needed to do in 2013 to control costs
was to implement good supplier monitoring. This was because
suppliers, often more cash-constrained than an average buying
organization, had even less budget for tools and training and,
thus, were typically running on older technologies and weaker
processes. With effective supplier performance monitoring,

an organization could identify those suppliers that were not
functioning at optimum levels, and less able to control costs

in the face of the current volatility of commodity prices, and
take actions to help those suppliers mitigate cost increases.
These actions could include buying on behalf of the suppliers or
helping the suppliers with sourcing events for raw materials.

However, with hyper-inflation on the horizon, simply monitoring
and stepping in is not going to be enough as the risk of cost
increase is now across the board and even the best suppliers
are going to be at a disadvantage. In order to become, or
remain, best-in-class, a Supply Management organization is
going to have to start developing its suppliers capabilities as it

is not going to be able to tackle all of the hyper-inflation risk on
its own!

Moreover, with the risk of disruption on the rise, and the
inability of most suppliers to detect significant disruptions until
the component or raw material doesn’t show up on time, an
organization has to not only do its best to monitor supply chain

Contact Us

217 N. Jefferson St., Suite 400, Chicago, IL 60661
T: +1 312-373-3100

info@BravoSolution.com
www.bravosolution.com

to Tame the Tolls

risks, but help its suppliers improve their risk monitoring and
risk mitigation capability. This is especially true for suppliers

in other countries that speak other languages and have easier
access to other news sources and supply chain insights.

It’s going to take a concerted effort from all supply chain
participants to control costs and keep risks in check over the
next few years, and with most organizations not ready, it’s up
to the organization with the most capability to help its partners
improve the state of Supply Management. Those that do will
likely be the next Apple (which was ranked by Gartner as
number 1 in the Supply Chain Top 25 multiple times). Those that
don’t...

2) Obtain Multi-tier Supply Chain Visibility and Risk
Identification...

Our last paper stressed the importance of monitoring market
indices and significant events, acquiring raw material visibility,
and identifying relevant risks (and potential mitigation plans)
as three key requirements for cost control this year. Those
are still key requirements, but they need to be managed

and monitored in an integrated framework that will allow a
supply management risk manager to understand the potential
likelihood of each risk, the full breadth of impact from the
occurrence of an event that will trigger a risk event, and the
expected severity of a disruption at the time when an event
occurs.

With the potential of a significant risk event occurring each
month, and the potential of a single disruption affecting
hundreds, if not thousands, of products (especially if it is a
large-scale natural disaster that takes out dozens, or hundreds,
of facilities), an organization needs to be able to not only assess
the potential impacts across the supply chain, but assign a
relative priority to each risk and disruption as it may be the case
that not all impacts can be mitigated in the time required.

3) ... that Look Toward the Customer As Well

Not only does an organization need to maintain multi-tier
visibility through its supply base all the way down to the raw
material supplier for critical, or scarce, raw materials, but it also
needs multi-tier visibility up through its customer base. Given
the fickleness of today’s modern consumer, and the rapid rate
at which the consumers can change their buying preferences,
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demand can surge and fall rapidly and forecasts need to be
constantly updated.

4) Develop Innovative Risk Mitigation Plans

It used to be that a Supply Management organization mitigated
its risk if it had alternate sources of supply identified in advance
of a disruption, or, better yet, implemented a dual sourcing
strategy so that demand could be shifted to the other supplier if
one of the suppliers couldn’t meet demand. This is not enough
anymore.

First of all, both suppliers could be relying on the same tier 2
supplier, or, even if they rely on different tier 2 suppliers, those
tier 2 suppliers could be relying on the same tier 3 supplier, so a
disruption in the tier 3 supplier would cause a disruption in both
of the organization’s tier 1 suppliers.

Secondly, if a disruption causes a global shortage of the raw
material in question, just having another supplier in another
geographic locale in a separate supply chain is not going

to guarantee that the buyer is going to be able to acquire
enough inventory to get through the disruption unscathed. For
example, consider the recent hard-drive shortage that resulted
when the Thailand flooding affected Sony, Western Digital, and
other major suppliers of hard drive technology. In this situation,
an organization that was on the ball and took action to secure
additional inventory as soon as the floods hit did okay, but
those that didn’t had to wait months until they were able to
acquire the inventory they desired.

In order to guarantee continuity of supply, an organization

has to go beyond just identifying other sources of supply to
identifying other components or raw materials that could be
substituted, with as little redesign as possible. (For example, if
traditional SATA HDDs are in short supply, a manufacturer might
have to switch to SATA SSDs. They are considerably more costly,
but if the other option is no product at all, it’s a valid mitigation
plan.)

5) Perform Should-Cost Modelling for Each Category

Our last paper indicated that a key measure to control costs in
each category was formula-based pricing because it was the
best, and sometimes only, way to control price increases when
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a supplier’s raw-material costs are rising across the board. With
accurate formula-based pricing, which depends on should-cost
modelling, a buyer knows the impact a 20% increase in the
cost of one raw material has on the component the supplier is
providing. If the raw material is only 30% of the total product
cost, then the real cost increase to the supplier is only 6%, and
that is the increase the buyer should expect, not 10%, 15%,

or 20%.

In the past, it was enough to do should-cost modelling only on
high-dollar, high-volume, or strategic products. However, with
the risk of hyper-inflation on the horizon, which will bring cost
increases across the board, new regulations being proposed
across the globe, which are likely to add overhead or trade-
related fees and tariffs, and GDP growth in many emerging
economies, which will continue to raise wages, every category
is at risk of a significant cost increase and modelling efforts
need to be expanded to all categories, with a focus on the high-
dollar, high-volume, or critical categories first.

6) (Better) Working Capital Management

Cash is the life-blood of any enterprise, and without cash
flowing through the coffers, regardless of the assessed value
of the corporation (based on its assets, receivables, and
intellectual property), it will be forced to close up shop. While
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most large organizations are sitting on unreasonably large
reserves of cash, everyone else is living on credit due to the fact
that these same organizations amassed some of that reserve
due to regular, unreasonable, extensions of payment terms.
This makes working capital management a priority, especially
given the cost increases an organization could be facing in the
near future as a result of poor working capital management.

An organization needs to get a grip on its DSO (Days Sales
Outstanding), DPO (Days Payable Outstanding), and cost

of capital. An average DSO beyond 30 days is costing the
organization money. An average DPO beyond 30 days is costing
the organization even more money, as the supplier is just going
to factor its cost of capital, with a mark-up to cover risk in
lending rate fluctuations, into future prices. And an organization
without a good handle on its cost of capital is not going to be
able to identify opportunities to reduce those costs.

Furthermore, the organization has to go beyond simply offering
early payment discounts, and even dynamic discounting, and
insure that it is able to ensure a fast turnaround on an invoice.
If an organization can turn-around an invoice quickly, this gives
the supplier the option to factor the receivable on an exchange
to creditors who will take the buyer’s creditworthiness into
account and often offer interest rates that are significantly
better than the local bank.

7) Collect Data in a Central Data Store

In order to develop suppliers, good data on current supplier
performance and supplier capabilities is required. In order to
maintain multi-tier visibility, good data on the current status of
sub-tier suppliers is necessary. In order to develop innovative
risk management plans, an understanding of the current supply
chain structure is a must. In order to do proper should-cost
modelling, detailed cost data on the various components is
needed. And in order to improve working capital management,
a summary of current capital management practices is
necessary.

The common theme here is data, data, and more data. In
addition, demand management needs CRM data, marketing
needs customer feedback, logistics needs to know product
availability at each facility, etc. Furthermore, procurement
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will need access to the contracts created by sourcing and
sourcing will need the actual order history and costs incurred by
procurement.

In order to get the maximum value of each piece of Supply
Management technology at the Supply Management
organization’s disposal, and ensure that all of the best practices
and processes identified as critical can be effectively executed,
all of the data should be in one central data store. (And, unless
the organization is a US headquartered organization, if the data
store is hosted in the US, then that central data store should be
capable of being relocated to another data centre if necessary.
For example, if the EU decides to suspend safe harbour, it will
be illegal to host data that contains private data on European
citizens on US soil or using a US managed service that could be
legally forced to retrieve that data by the US government.)

8) Initiate Best-Practice Event Management

Whether it’s the initiation of a new sourcing event, a crisis
containment effort as the result of a supply disruption, or a
corrective and preventive action (CAPA) event to deal with poor
supplier quality, best-practice event management is critical

as even a single oversight could delay execution to the point
where cost increases.

9) Identification of Innovative Value Generation Opportunities
Supply Management can no longer expect to succeed based on
cost reduction, risk reduction, and supplier development efforts
alone. Those days have passed. (Hyper) inflation will soon
negate any cost reduction efforts (which will be replaced with
cost containment and avoidance), the increasing rate of supply
chain disruptions and disasters (which are expected to increase
fivefold over the next 50 years) will ensure that risks increase
no matter what, and there is a limit as to how much supplier
development any one organization will be able to accomplish.

In addition to the strong focus on value generation indicated

in our last paper, where we noted that Supply Management
needs to become the department that every other department
wants to work with, a Supply Management organization is
going to have to go beyond the classical Procurement function
if it is to continue to deliver a significant ROI to the enterprise.
Embedding itself in the new market identification process
(using its knowledge of local market gained through sourcing),
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using its expertise in make-versus-buy to determine which
back-office functions should be kept in house and which should
be moved to a Shared-Services organization or outsourced,
and working with IT to get the best technology platforms for
the organizations at the best price is a great start, but it is not
enough. It has to take even more initiatives and work hand-
in-hand with other departments in the execution of their

daily functions. It needs to work with Engineering in every

NPD project from day one to not only keep costs in line but
use its market expertise to identity potential substitutions in
components and suppliers, and it has to provide Legal with
end-to-end support, from the sourcing of outside counsel,
through the selection of e-Discovery software and services, to
the identification and sourcing of appropriate expert witnesses
for each matter under Legal’s purview. It has to identify value
generation activities where others only see cost.

10) More Training and Expert-led Events

In our last paper we identified specialized training as one of the
ten things an organization had to do in 2013 to control costs,
and the situation hasn’t changed. One has to remember that
just because an average organization could save 10% to 30% on
targeted spend after implementing a new advanced sourcing
solution, that doesn’t mean that the organization will achieve
the savings simply by implementing the solution. Savings come
with the proper use of the technology, which will require that
the organization transition to a best-practice process.

Furthermore, even if your organization was one of the few

that provided its Supply Management team with some training
last year, it doesn’t mean that your team has had enough
training. First of all, the knowledge that a senior buyer or
category manager needs to effectively conduct an end-to-end
sourcing event that requires the identification of the true spend
and expected demand using a data analysis tool, selection

of appropriate suppliers, should-cost modelling, award
optimization, and contract generation is not something that can
be quickly imparted in a few days, or even weeks. In addition,
category dynamics often change and strategies need to change
accordingly to get the best results. Furthermore, best practices
in sourcing change and improve over time and training is a
never-ending process.
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Conclusion

Costs may be rising, but this doesn’t mean that there aren’t
steps that an average Supply Management organization can
take to keep them in check. This paper has outlined ten starting
points that will make a significant impact on cost avoidance.
And with new improvements being made in process and
technology every year, it’s likely that these are just the tip of the
iceberg.

About BravoSolution

Supply management executives are now, more than ever, under
pressure to deliver more savings, develop and manage strategic
supplier relationships, accelerate procurement cycles, and
maintain process excellence. Confronted with these diverse yet
consistent challenges, CPOs and sourcing professionals must
seek tailored solutions that deliver rapid ROI to their business.
BravoSolution offers leading software and services to fit

the needs of today’s sophisticated supply management
organizations. Our services organization, one of the world’s
largest teams of professionals dedicated exclusively to sourcing
and procurement consulting, delivers lean, targeted services

to support strategic sourcing and procurement initiatives.

Our industry leading software toolkit supports the full supply
management lifecycle across myriad industries, geographies
and business models.

As of today, over 60,000 procurement professionals in

60 different countries are benefiting from BravoSolution’s
technology and services — unlocking tangible benefits such
as increased process efficiency, decision support, cost
reduction, improved process governance, greater quality
relationships with vendors and the ability to share,
understand and act upon the wealth of sourcing-related
data held within their organization. BravoSolution has
locations in the United Kingdom, Italy, France, Germany,
Spain, Benelux, United States, Mexico, China, United Arab
Emirates and Australia.
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